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DISCOVERY MINES LIMITED 


Directors’ Report to the Shareholders 


To the Shareholders: 

In the latter part of 1978, Discovery purchased modest interests in two oilfields. Additional 
more substantial participations in low risk oil and gas ventures are planned for the current year. 
Your Company’s gold properties are the subject of some discussion by parties interested in 
possible financing, a result of the escalating gold price. Discovery’s share holdings in Rayrock 
Resources had a market value of $1,720,000 at year end. 

Effective September 1, 1978, Discovery purchased interests in the Willey oilfield, 
Southwest Ontario, and in the Redwater oilfield in Alberta. The purchase price was satisfied by 
the issue of 350,000 common shares of Discovery, and a promissory note for $82,000 due on 
December 31, 1979, bearing an interest rate of 10 percent. Combined net income from the two 
interests has been approximately $70,000 per annum. 

Please refer to the narrative section of this report for a detailed description of Discovery’s 
interests in oil production and in gold prospects. 

There was substantial market appreciation in Discovery’s share holdings of Rayrock 
Resources during 1978. Rayrock’s gas reserves are estimated to be in excess of 5 billion cubic feet. 
Recoverable oil reserves are 840,000 barrels. Reserves are expected to show an appreciable 
increase in 1979. Mining participation includes direct and indirect net profit interests in the new A 
Zone of Norita Quebec Mines which zone contains in excess of 2 million tons of excellent grade 
copper-zinc-silver-gold ore and additional reserves can be anticipated. A production decision is 
imminent for the Pinson gold project in Nevada (Rayrock — 20 percent interest). The Company 
also participates in mining exploration syndicates in Canada, the United States and in Spain. 
Rayrock’s working capital was $1,566,000 and the market value of its investments totalled 
$2,738,000 at the year end. 

To provide for flexibility in the way that equity capital may be raised for future 
participations in oil and gas and in mining, the Directors of Discovery have been advised, not only 
to create additional common shares but to create a class of preferred shares. Accordingly, the 
Directors of Discovery have passed a Special Resolution which is reproduced in full in the 
Information Circular which provides for the increase in the common share capital of Discovery by 
two million shares and creates a class of two million preferred shares of $1.00 each issuable in 
series. The Directors are authorized in the Special Resolution to determine the attributes of each 
series including the first series as, when and if the Directors think it advisable for Discovery to 
obtain additional financing through the issue of these preferred shares. 

Subsequent to the year end Discovery purchased part of the large block of shares of 
Rayrock Resources held by Ashland Oil Canada Limited. The balance of this block has been 
distributed to other companies. This purchase was financed by a bank loan. As a result, Discovery 
now holds 1,340,000 shares of Rayrock Resources Limited which represents the control block, 
being 29.7% of Rayrock’s issued capital. 


On behalf of the Board of Directors 


Toronto, Canada 


March 20, 1979 President and Managing Director 
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Oil Production 


WILLEY CAMBRIAN UNIT NO. 1 


The Willey Field, located in Elgin County, Southwest Ontario, was discovered and placed into 
production in 1965. In 1972 a waterflood was installed and at present there are six producing wells and seven 
injection wells. In 1977 it was estimated that remaining recoverable reserves for the unit were 540,000 
barrels, with the final year of operation being 1992. Total production for the field in 1978 was 52,882 barrels. 
Discovery’s working interest is 10.684 percent. 


The Willey Unit is operated by International Utilities Petroleum Corporation. 


REDWATER UNIT, ALBERTA 


The Redwater D-3 Pool is operated by Imperial Oil Ltd. A pressure maintenance scheme, using 
water injection, was commenced in November 1973. Total production for the pool is of the order of 70,000 
barrels oil per day. 


The pool is divided into 40 Tracts. Discovery owns a 3.0 percent working interest in part of Tract 33 
and a 1.2 percent working interest in part of Tract 35. 


Over the past four years, net income from the above working interests has averaged some $37,000 
per annum. 


Gold Properties 


CAMLAREN PROPERTY 


The property consists of 21 claims covering an island in Gordon Lake about 60 miles northeast of 
Yellowknife, Northwest Territories. Discovery Mines has a 66% percent direct interest and Camlaren Mines 
(67 percent owned by Discovery) a 3343 percent interest. 


On the property, gold-bearing quartz veins occupy the crest and flank of a tightly compressed 
anticlinal fold and follow the plunge of the folding at 55 degrees to the northeast. Along the flank, which 
strikes N35°E, and is vertical, the veining is generally narrow and rarely exceeds four feet. The Hump Vein, 
on the crest of the fold, however, has an area of about 350 square feet and shows very little change in size toa 
vertical depth of 800 feet. 


Gold was discovered on the property in 1936, and a 350 foot shaft and 2,400 feet of drifting were 
completed. In 1962-63 Discovery mined and milled 13,000 tons from the upper levels. Production results 
showed an average grade of 1.13 ounces gold per ton plus some silver. 


In 1974 Discovery deepened the shaft to 838 feet. The Hump Vein was developed by drifting on the 
800 foot level. Sampling of the vein in the drift over a length of 135 feet averaged 0.93 ounces gold per ton 
across 3.0 feet. The Hump Vein has an area of 330 square feet from which muck samples averaged 0.91 
ounces gold per ton. Diamond drilling indicated that the Hump Vein continues to a depth of 1,000 feet and 
is open to further extension. Reserves to a depth of 1,000 feet, diluted to a minimum five foot mining width, 
are 56,000 tons averaging 0.62 ounces gold per ton, including 5,697 tons averaging 0.42 ounces gold per ton 
on the surface stockpile. Gold at $225.00 per ounce would mean $139.50 per ton of ore at Camlaren. 


LAFORMA PROPERTY 


Discovery has an 81.4 percent interest in 32 claims held by mining lease on the southeast slope of 
Mount Freegold, 41 miles by road west of Carmacks, Yukon Territory. 


Gold mineralization is found in quartz veining and sulphides within strong fault zones in 
granodiorite. All work has been confined to the G-3 Zone which was explored by adits over a length of 1,200 
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feet on the No. 2 Level and 1,400 feet on the No. 4 Level, a vertical range of approximately 450 feet. The G-3 
structure is a braided shear zone up to 40 feet wide with mineralization occurring along any of the shear 
strands. On the 4th Level a continuous length of 370 feet in the north ore shoot averaged 1.12 ounces gold 
per ton across a 4.4 foot sampled width. Diamond drilling under this section indicated that ore grade 
mineralization continues for at least 400 feet below the level. Above the No. 4 Level the G-3 Zone is 
estimated to contain 68,546 tons grading 0.44 ounces gold per ton diluted to a 5.5 foot mining width. 


COLOMAC PROPERTY 


Discovery, through a subsidiary, owns a SO percent interest in 71 claims at Baton Lake, 137 miles 
north-northwest of Yellowknife, N.W.T. Gold mineralization occurs in quartz albite porphyry dykes. 


Two mineralized dykes have been located on the property with the most important being the 
Colomac dyke, which has a length of about 20,000 feet. The dyke width varies from 70 to 200 feet and 
averages about 100 feet. In 1945-46 exploration included 47,000 feet of diamond drilling, 2,500 feet of 
underground headings, and bulk sampling. Three zones of gold mineralization of possible economic interest 
were outlined. A 3,000 foot section of Zone No. 2 where the dyke averages 160 feet in width has been 
estimated to contain 13,000,000 tons averaging 0.085 ounces gold per ton to a depth of 600 feet. In 1974, 
Cominco Limited, under an option agreement completed 9,443 feet of BQ drilling in 20 holes which 
obtained similar results. Part of the tonnage is amenable to open pit mining. 


Other Properties 


MATAGAMI AREA, QUEBEC 

Discovery has a 5 percent net profits royalty interest in a 37 claim property that adjoins the west 
boundary of the Norita Mine where Noranda Mines is developing a new deep orebody. Extensive surface 
diamond drilling in the past located widespread low grade copper mineralization over a strike length of 
5,000 feet on this property which is controlled by Noranda Explorations Ltd. Further exploration is planned 
for this property. 


Some Gold Facts 


— Gold has appreciated substantially in terms of currencies over the past several years. 
— No central banks (except U.S.A.) have sold gold for at least ten years. 


— Europe’s central banks hold half of the world’s gold reserves which are as follows: 


European! Gold Reserv G3 rscce-scseree nea 500 mill. ozs. 
WES VAR. G OLGPRESET VES rte cree cee cess 275 mill. ozs. 
UMUBEG O1GURIESEIV CSimer cert eee cceee cree teeaeee 125 mill. ozs. 
Various countries in small amounts ............ 100 mill. ozs. 

Total 1 bill. ozs. 


— European monetary union with more than 400 million ounces of gold must rely on gold to create reserves 
which have been announced at $30 billion plus. The European Monetary Unit gives every indication of 
becoming the world’s most wanted currency. 


— US.A. had to offer gold to satisfy Europe’s demand to protect the dollar. The U.S. had to retreat from 


selling 1,500,000 ounces of good-delivery gold (99.5%) substituting 500,000 ounces of mostly old coin melt 
(90% gold) because the U.S. has less than 60 million ounces in good-delivery gold. 
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Consolidated Balance Sheet as at December 31, 1978 


ASSETS 


Current assets 


Amounts due on sale of mine equipment ....................0:ccceeseeesceesceeeeeeeeeeneeees 


Long-term investments (notes 1(b) and 2) oo... cece eee eeseseceeececereeeeeeeeeeeeeeeees 


Mining properties (notes l(c) and 3) 


Miming Claims 22) ssceteteascbactseseevetisecseon oot core ntoe baasee cadet sence evoktertivs ornucseaneeres 
Fumiuture and equipmient S252 occ cece oe eerie nara oes poate eres cae 


Deferred exploration and development expenditures ............cccee 


Oil and gas properties (mote 4) ce... cope, fe geese ke eee noe eee eae eee asec s 


LIABILITIES 
Current liabilities 


Bank indebtedness (motes E45 ae ee te ee ee 
Accounts payable-and accrued UaDilityes ieee sees ete cc tac eser seen ser eneseeses 


Due:to Rayrock Resources imitediia a. a ware ante cas 


Minority. interest -2iccivcseis-enc0ceecaececedacees ee ee PO OI RE NR IOS cach 


SHAREHOLDERS’ EQUITY 
Capital stock (note 6) 


Authorized — 
4,000,000 shares of no par value 


Issued and fully paid — 


3,538,773 shares (1977 — 3,188.0 12 SHATeS) en sree ee eee 
Contributed surplus.io6.-o. cc fuses coteoectectetrraerecececcerme os oe oa Ee eta 


Deficit 


Signed on behalf of the Board 


J.C. BYRNE, Director 
G. E. OSHAUGHNESSY, Director 


32,069 


35,301 
67,430 
12,500 
1,181,867 


342,615 
745 


1,113,730 
1,457,090 

282,437 
3,001,324 


100,000 
10,147 


194,074 
304,221 


41,073 
345,294 


3,398,773 
506,774 


(1,249,517) 
2,656,030 
3,001,324 


1977 


49,205 


19,058 
__ 68,263 
25,000 
1,332,293 


342,616 
931 


1,113,600 
1,457,147 


2,882,703 


160,000 
13,299 


148,998 
3222297), 


41,653 
363,950 


3,188,773 
506,774 


(1,176,794) 
2518753 
2,882,703 
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Consolidated Statement of Operations 
and Deficit 


For the Year Ended December 31, 1978 


1977 
$ 
Income 
Reve DUC COG DeALOLCUI (PET a tLONS® «sos zanasce-caceessoense oheneesteeeaees. ee - 
TESS TIS) ULSTER Var on. Rae a WA oe ee ee to — 
Ses HRT OIE A MER OE METRE C LASSE US, canaries Pecan codniudon recs isscidotainnarslehe poe 26,453 
Rieti wees an CeO Rte VES EMCI LS. cso 05,ccsosedtuecd ath cshae oat dace cate eee 4,907 
31,360 
Expenses 
EOS O DELON IM PLOCUCTON Sa snary coyote ecitenagbdencenvstcpuieesnnanntateordal aiedeate = 
BREN t VANE ASIN CHE ATOR a etc scsoes couigde Set oe vayn i bey ane toned ode aOR ota aN 4,083 
PTCA EORCC SOX BENISCS 20 ood rasa cccssnunonxeayn-pepsesbinnostpathaausababad -aninsageas ta meuaosvers 18,905 20,998 
LSSTS SUNY SIRE i eer hee cetera a Stes aA 15,549 15,638 
COR ECIANOMEATL CAT OLUIZ ALLON 35,5000: -05peeshacochaaneoearpnecases anseenansueseatee eerngs 9,749 ~ 
67,926 40,719 
Gain (loss) before the undernoted iteMs «0.0.0.0... cece eeeeeeeseeeseneeseeeeeaeees 26,519 (9,359) 
Share of gain (loss) determined by the equity method ....................::::ee Loy (738) 
Gain (loss) before extraordinary item ..................::cccccescesceeseeeseeeeeesseenseeseeenas 28,036 (10,097) 
PEST EAGLOIIALY: ICT (TROL LO) oa sserconsast tewanancoubs genmnduent duc csateseeasieevernsecsentestneaunee (100,759) = 
MSS EN CITT SC reese ar ces no sacs door enas d2hesuswddyes otsesting eanhan Waves vi deeb danmpteeve sn tune ve o2420 10,097 
VST C ss DEP UNINIT OL YORE cress sens i5 56 ose ehatnnesevonncencnutedensweca¥ es vvsonensenesesettaenas 1,176,794 1,166,697 
| WES EP a CST SC CE eee pe oe Pern ey ee oe 1,249,517 1,176,794 
Earnings per share before extraordimary iteM ...............:::cceeseeeeseeeereeeee eens $0.01 $ — 


Loss per share for the year .........:0...ccccssssssssssecsscsssconereseconsentensecssonassnsneoersrnscee $0.02 $ — 


DISCOVERY MINES LIMITED 


Consolidated Statement of Changes 
in Financial Position 


For the Year Ended December 31, 1978 


1977 
$ 
Source of working capital 
Proceeds on issue.of, treasury Stock (note, 6) ie cce-ecee ese eee 210,000 = 
Proceedstonnsal ervolcitxedFassctsmeee eee teree eee eee eee eee 10,365 30,55)! 
Proceeds on Saletof anVestinentstes-encs eres oh eee ee eee cee 86,204 28,296 
Current portion of amounts due on sale of mine equipment ............. 12,500 = 
319,069 64,847 
Use of working capital 
Current operations. (note, 9) c.c2ks mis ateccesnadeest cdevanceaenssracseanatsaesveveeses ctevene 9.413 39,969 
Advances to Avoca’ Mines'\Canmadacloimite dy esareeeere eee eee 10,968 
Development’ expenditures debe me ieee eee sere cere ecere entrees 235 
Increase in amounts due on sale of mine equipment ...............ceeee 25,000 
Purchase of otland gas propertiest(mote (4) ear men. cn: eared ceencenterne 292,000 - 
301,826 TO172 
Decrease (increase) in working Capital .................cccecceeeseeeeeceeeeesseeeeeeeneeenneees (17,243) 11,325 
Working capital deficiency — beginning of year ............. eee eeeeeeeeeeeeeee 254,034 242,709 
Working capital deficiency — end Of year ................c eee eee ceseenseeeeeeeneeeeees 236,791 254,034 


AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have examined the consolidated balance sheet of Discovery Mines Limited as at December 31, 1978 and the 
consolidated statements of operations and deficit and changes in financial position for the year then ended. Our 
examination was made in accordance with generally accepted auditing standards, and accordingly included such tests 
and other procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the company as at 
December 31, 1978 and the results of its operations and the changes in its financial position for the year then ended in 
accordance with generally accepted accounting principles applied on a basis consistent with that of the preceding year. 


Toronto, Canada COOPERS & LYBRAND 
March 7, 1979 Chartered Accountants 


iF 
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Notes to Consolidated Financial Statements 
FOR THE YEAR ENDED DECEMBER 31, 1978 


ACCOUNTING POLICIES 


(a) 


Basis of consolidation 


The consolidated financial statements include the accounts of the company and its subsidiaries, 
Camlaren Mines Limited and Botha Lake Mining Corporation Limited. The accounts of a 
subsidiary company, Avoca Mines Canada Limited, have not been consolidated herein because 
the company is currently being supported by the government of Ireland and increases in equity 
are not likely to accrue to the parent company. Investments in significantly influenced companies 
are accounted for by the equity method. 


(b) Long-term investments 
The investment in shares of significantly influenced companies is carried at cost adjusted by the 
company’s share of their earnings or losses since significant influence was obtained. 
Other long-term investments are written down when there is evidence that their inherent worth 
has declined below their carried value. 
(c) Deferred exploration and development expenditures 
These expenditures are deferred until such time as they are written off against production from 
the property to which they apply or until the claims are sold or otherwise disposed of. 
Expenditures made in the general search for minerals are normally charged to expense in the year 
incurred. 
LONG-TERM INVESTMENTS 1978 1977 
(A VIMEL DUSEALC TIN COM) ELSES: net eee see ce smeet ac wasted eek Scetnwsn an ts cha tae entered nese oop $ $ 
Investment in companies accounted for by the equity method — 
Hares uote se 1 ( Oy) eine ©2( 1) aac neeete re od creeere stn cere tee cere tees Li315 10,578 
Dore) TAU Korte cele asia et One Sat ee EEE tre fy BSSOrCEY ty Pen OP ne See ee Pane l l 
11,516 10,579 
Other investments — at cost — 
Sharest(Netese l(b rate oC). seeeeeteca. comes trots twas ae. cezecccavee A caowaaeneseties L17OS52 “1.221.238 
Advances to Avoca Mines Canada Limited and its subsidiary .............. — 100,476 
118ig67 1,332,293 
(b) The quoted market value of the shares in companies accounted for by the equity method is nil 
(1977 — $194,891). During the year, a portion of an investment which was formerly accounted for 
by the equity method was sold. The remaining shares are now considered to be a portfolio 
investment and are included in other investments. 
(c) Other investments include listed shares carried at a cost of $1,170,351 with a quoted market value 
of $1,719,500 (1977 — $1,220,537 and $1,316,715 respectively). 
(d) The quoted market values referred to above do not necessarily represent the realizable value of 


these holdings which may be more or less than that indicated by market quotations. 
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3. MINING PROPERTIES 


1978 1977 
a ee 
(a) Mining claims were acquired for cash and shares of capital stock as 
valued by the directors of the applicable company — at cost, less 
amounts written off: 
32 claims Whitehorse -Y ukom Temitory ieee 69,312 69,312 
27 claims Discovery. NGW Vie 2 pase ee l l 
2icclaims Gordon! BakevAneayNs Wain tee ee eee 273,300 273,300 
SUMALY: ssn soszsssonesedech atenonacpasonntoneteeatteeee ce ee cceanae cee eee ee 2 3 


342,615 342,616 


(b) The amounts shown for mining properties represent costs to date, less amounts written off, and 
are not intended to reflect present or future values. 


(c) Deferred exploration and development expenditures (note 1(c)): 


Balance Expenditure Balance 
December 31, during Written December 31, 
1977 year off 1978 
pn ge eee 
Camlaren: Project\.32 cae 1,113,600 130 — 1,113,730 


(d) The ultimate realization of the company’s investment in mining properties and deferred 
exploration and development expenditures is dependent upon the availability of financing and 
the development of successful mining operations. 


4. OIL AND GAS PROPERTIES 
Petroleum and natural gas leases were acquired from Rayrock Resources Limited during the year as 


follows: 

Bhs e 
For shares (moté 6(D)) scccsicscoscamsceuee-seeeeeeares teers case etalon eee en ee ee 210,000 

By issue of a promissory note due on December 31, 1979 with an interest rate of 10% 
POT ATUIVUNE: .. arches Sils otsiledad cotton sane aes aac eee ect ce eee ee 82,000 
292,000 
Less: AmOrtiZzationi 0 cecc.ciie-c-sescscese ree eteteseete nettle sada pede tue Mr i 9,563 
282,437 


Amortization is charged partly on the unit of production method and partly on a straight-line basis 
over a period of 144 months. 


5. BANK INDEBTEDNESS 


The bank has been given a general assignment of book debts as collateral for bank indebtedness. 


6. CAPITAL STOCK 


(a) During the year the issued and unissued shares of the corporation were converted from shares of a 
par value of $1.00 each to shares of no par value. 


(b) During the year 350,000 shares were issued for an amount of $210,000 (note 4). 


10. 


LZ: 
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REMUNERATION OF DIRECTORS AND SENIOR OFFICERS 


(a) Directors and senior officers, as defined in the Business Corporations Act (Ontario), received 
direct remuneration in the year ended December 31, 1978 of $2,500 (1977 — $3,500). 


(b) Rayrock Resources Limited pays substantially all the remuneration of directors and senior 
officers of the company and other associated companies, and is reimbursed by these companies 
for their proportionate share thereof. 


CONTINGENT LIABILITY 


The company has guaranteed that it will be responsible for any currency exchange differences, based 
on 1973 rates, that may arise from the payment in commercial French francs of a liability of 
approximately $240,000 of Avoca Mines Limited. 


USE OF WORKING CAPITAL IN CURRENT OPERATIONS 


1978 1977 
$ $ 
[e055 (earnines)) belore-extraOrd inary Wenn... ce. re eeacatne eet eae (28,036) 10,097 
Items not affecting working capital — 
Depreciation and amOrtiZ ation.) sex saacesnncssaes ca seecnesevevartexeek woncthes=es (9,749) = 
Crain, On SalevOlw iV ESTOS. pete eee siectr acer ste eee tetas ates 35,316 4,907 
Gain Om Sale Ol fixed cASSets 4.9.ie.cet esteem etter a oases eee ae) 10,365 26,453 
Share of gain (loss) determined by the equity method .............. tol? (738) 
OC EA 2 Sael Rer terrae acne eee be cue tara eh. Ore mntiaateta ate Moh eenreaiase = (750) 
9.413 39,969 
EXTRAORDINARY ITEM 
1978 1977 
Be IES Past Ee 
Write-down of advances to Avoca Mines Canada Limited and its wholly- 
owned subsidiary, Avoca Mines Limited of Ireland ............ cee 100,759 — 


INCOME TAXES 


(a) The company has approximately $1.8 million of deferred exploration and development 
expenditures available for income tax purposes which may be applied against income of future 
periods. 


(b) The company has losses carried forward for income tax purposes of approximately $199,000 
which expire as follows: 


$ 
OS Ti etrcetk ery bat eaten Pest coo sub ncwtulececdtas a bae ae teeta eso oh aes Eves adhd e nine 77,000 
PS Deri at eee te haces ties chalas Bie Nivia eyelid eee ae teak uae aOR eaccasa ana RNa NS 122,000 
199,000 


SUBSEQUENT EVENT 

Subsequent to the year-end, the directors approved the purchase of a portion of the block of shares of 
Rayrock Resources Limited offered for sale by Ashland Oil Canada Limited, up to a maximum of 
575,000 shares, at a price of $1.80 per share. The acquisition will be financed by a demand bank loan 
against which Rayrock shares will be pledged as collateral. 


, pee eee | he 


Bet nwimel See 


